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ACTION AF-18 

INFO OCT-01 EUR-25 ADP-00 SCI-06 NASA-04 AID-20 CIAE-00 

COME-00 EB-11 FRB-02 INR-10 NSAE-00 RSC-01 TRSE-00 

XMB-07 OPIC-12 CIEP-02 LAB-06 SIL-01 OMB-01 DODE-00 

PM-07 H-02 L-03 NSC-10 PA-03 PRS-01 SS-15 USIA-12 

STR-08 ABF-01 RSR-01 /190 W 

012229 

P R 231440 Z MAY 73 

FM AMEMBASSY TANANARIVE 

TO SECSTATE WASHDC PRIORITY 5333 

INFO AMEMBASSY PARIS PRIORITY 

COMIDEASTFOR 

CINCLANT NORFOLK VA 

CINCUSNAVEUR LONDON ENG 

CONEIDENTIAL TANANARIVE 0694 

E. O. 11652: GDS 

TAGS: EFIN, EAID, ETRD, MA, FR, US 

SUBJ: PRELIMINARY ASSESSMENT OF GOMR DECISION TO QUIT 
FRANC ZONE 

REES: A) TANANARIVE 688; B) TANANRIVE 68 1 ; C) TANANARIVE 406( NOTAL) 

BEGIN SUMMARY: FOREIGN MINISTER RATSIRAKA' S SUDDEN DECLARATION 
THAT MADAGASCAR WOULD LEAVE ERANC ZONE SURPRISED ALL, INCLUDING 
FRENCH GOVT. SCHEDULED PRESS CONFERENCE BY ECONOMY AND FINANCE 
MINISTER MAY CLARIFY GOMR POSITION. MOVE COULD LEAD MADAGASCAR 
GOVT TO IMPOSE SEVERE IMPORT RESTRICTIONS AND TO SEEK INCREASED 
ECONOMIC ASSISTANCE FROM USG AND OTHER FOREIGN GOVERNMENTS IF 
FRENCH CUT AID AS RESULT MALAGASY MOVE. COMPETITIVE POSITION 
OF US EXPORTS COULD BE IMPROVED OVER LONG RUN. END SUMMARY. 

1. MAY 23 EDITION OF '' MADAGASCAR MATIN" ACCURATELY DESCRIBED 
SITUATION WHEN IT SAID THAT FONMIN' S INDICATION THAT MADAGASCAR 
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WOULD LEAVE ERANC ZONE ( REE A) AND '' EFEECT OE REAL BOMB BLAST 
ON ALL ELEMENTS OE CAPITAL". SINCE BOTH MALAGASY AND FRENCH GOVTS 
HAD ANNOUNCED THAT NEGOTIATIONS IN EINANCIAL EIELD WERE 
CONTINUING, SUDDENNESS OE RATSIRAKA' S STATEMENT SEEMS TO HAVE 
CAUGHT EVERYONE, INCLUDING ERENCH, BY SURPRISE. AS INDICATED REE 
B, ERENCH AMB INEORMED AMB MENDENHALL EARLIER SAME DAY ( MAY 22) 
THAT 

ALL MONETARY QUESTIONS WERE COMPLETELY REOPEN EOR NEGOTIATIONS 
BUT MADE NO SUGGESTION THAT GOMR HAD MADE EINAL DECISION RE ERANC 
ZONE. HOWEVER, LUCIEN COUCOUREUX, FRENCH TREASURY FINANCIAL 
ADVISOR 

FOR AFRICA AND MADAGASCAR, LEFT FOR PARIS EVENING MAY 22 AETER ONLY 
3 

HOURS IN TANANARIVE. THIS SUGGESTS THAT HIS INSTRUCTIONS 
GAVE LITTLE ROOME EOR SATISFYING MALAGASY DEMANDS WHICH SEEM TO 
HAVE STIEEENED SINCE TENTATIVE AGREEMENT REACHED IN PARIS LAST 
MARCH BETWEEN ERENCH AND MALAGASY FIANANCE MINISTERS. 

2. BECAUSE OE TERSENESS OF RATSIRAKA' S REMARKS IT IS DIEEICULT 
TO ASSESS THEIR EULL IMPLI TIONS AT THIS TIME. ( WE SHOULD 
HAVE A BETTER READING EOLLOWING PRESS CONEERENCE WHICH 
ECONOMY AND EINANCE MINISTER WILL BE GIVING NEXT DAY OR TWO 
ACCORDING TO EONMIN.) EOLLOWING REPRESENTS OUR INITIAL REACTION 
WHICH WE WILL ATTEMPT TO UPDATE AS WE OBTAIN ADDITIONAL INEORMATION. 

A. RATSIRAKA' S STATEMENTS INDICATE THAT GOMR HAS TOTALLY 
REJECTED PLAN PUT EORWARD BY FRENCH MINISTRY OE EINANCE WHEREBY 
MALAGASY WOULD MAINTAIN 100 MILLION ERANCS IN OPERATIONS 
ACCOUNT WITH ERENCH TREASURY IN EXCHANGE EOR ERANC LINES OE 
CREDIT UNDER CERTAIN CONDITIONS ( PARIS 6746 NOTAL). THIS 

SHOULD NOT IMPOSE SERIOUS HANDICAP ON MALAGASY. AS WE INDICATED 
IN REE C, GOMR SHOULD BE ABLE TO OBTAIN SAME KIND OE STABILIZA- 
TION CREDIT FROM ASSISTANCE AVAILABLE TO MADAGASCAR THROUGH IME. 

B. WHILE RATSIRAKA MADE NO MENTION OF FOREIGN ASSISTANCE, IT 
IS CLEAR THAT MADAGASCAR' S ABILITY TO GO IT ALONE OUTSIDE OE 
ERANC ZONE WILL DEPEND IN PART ON THE LEVEL OF FOREIGN AID IT 
RECEIVES. IE MADAGASCAR' S DEPARTURE EROM ERANC ZONE RESULTS 
IN DECREASED ERENCH AID, IT IS LIKELY GOMR WILL ATTEMPT TO 

OBTAIN COMPENSATING ASSISTANCE EROM US AND OTHER POTENTIAL DONORS. 

C. ONCE IT DEEINITELY DECIDED THAT MALAGASY FRANC CAN NO 
LONGER BE FREELY CONVERTED INTO FRENCH FRANC ( AS IS NOW THE 
CASE), GOMR CAN BE EXPECTED TO UNDERTAKE MEASURES TO REDUCE 
ITS ENDEMIC ADVERSE BALANCE OF TRADE WHICH WOULD QUICKLY 
DISSIPATE COUNTRY' S FOREIGN EXCHANGE RESERVES. ( LAST YEAR' S 
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VALUE OF IMPORTS WAS MORE THAN $40 MILLION ABOVE EXPORTS. WE 
UNDERSTAND FOREIGN EXCHANGE RESERVES TO BE ABOUT $60 MILLION 
INCLUDING SDR' S AND GOLD TRANCHE POSITION WITH IMF.) GOMR 
WOULD PROBABLY MOVE TO IMPOSE RESTRICTIONS ON IMPORTS FROM 
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FRANCE AND OTHER EEC COUNTRIES WHICH ARE PRESENTEY NOT LIMITED 
EXCEPT IN CASE OE EEW ITEMS WHICH ALREADY ACCORDED INEANT 
INDUSTRY PROTECTION. 

3. IE MADAGASCAR LEAVES ERANC ZONE, IT WOULD BE OUR GUESS 
THAT GOMR WOULD ALTER PRESENT IMPORT QUOTA SYSTEM, WHICH HAS 
BEEN IMPOSED BY FRENCH UNDER COOPERATION AGREEMENTS, AND WHICH 
SEVERELY LIMITS IMPORTS PROM NON- EEC AND NON- ERANC ZONE 
COUNTRIES INCLUDING US. IF MALAGASY THUS DO AWAY WITH 
DISCRIMINATORY ASPECTS OP PRESENT IMPORT SYSTEM, COMPETITIVE 
POSITION OP US EXPORTS WOULD BE CONSIDERABLY IMPROVED. AT 

SAME TIME, HOWEVER, MADAGASCAR' S WITHDRAWAL PROM FRANC ZONE 
CAN BE EXPECTED TO HAVE PURTHER DAMPENING EPPECT ON FOREIGN 
INVESTMENT AND BUSINESS ACTIVITY IN GENERAL. THESE PACTORS, 

ALONG WITH ANY GOMR' S EPPORTS TO RESTRICT IMPORTS, WOULD OP 
COURSE LIMIT SIZE OF MARKET AT LEAST OVER SHORT RUN. 

4. FRENCH DCM TOLD AMERICAN COUNTERPART MAY 23 THAT EMBASSY 
AWAITING INSTRUCTIONS FROM PARIS. IN MEANTIME AMB DELAUNEY, 

HE SAID, IS TREATING GOMR DECISION TO WITHDRAW FROM FRANC ZONE 
AS DISAPPOINTING RATHER THAN TRAGIC. HE REASONABLY CONPIDENT 
PINANCIAL MODUS VIVENDI, NOT TOO DETRIMENTAL TO PRENCH ECONOMIC 
INTERESTS, WILL EVOLVE. PRENCH DCM GAVE NO INDICATION THAT LACK OP 
PINANCIAL AGREEMENT WILL JEOPARDIZE UNDERSTANDINGS ALREADY 
REACHED IN MILITARY AND TECHNICAL ASSISTANCE PIELDS, BUT THAT 
REMAINS TO BE SEEN. 

MENDENHALL 
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